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RECOMMENDATIONS OF THE DEPARTMENT 
OF COMMERCE AND THE MARITIME 
COMMISSION 


DEPARTMENT OF CoMM ERCE, 
Washington, July 25, 1951. 


The Honorable Epwin C. JoHNson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Senator JOHNSON: The views of the Department of Com- 
merce and the Maritime Administration on the bill, S. 241, the so- 
called long-range shipping bill, have been requested. This bill is to 
amend the Merchant Marine Act, 1936, as amended, to further the 
development of the American merchant marine, and for other purposes. 

The Merchant Marine Act, 1936, has been amended heretofore in a 
pumber of instances but in no case to as extensive a degree as is con- 
templated in the proposed bill. 

In the light of subsequent developments, it appears that the act 
as drafted in 1935 and 1936 was based on a rather unimaginative 
belief that the ocean shipping situation would remain static and that 
general economic conditions would be substantially stable. The 
provisions of the act as to foreign competition on essential trade 
routes, as to the requirements of the capital reserve fund, and as to 
tax benefits and replacement programs, all indicate this assumption 
of continued stability. 

Actually within 5 years of the passage of the act we were in World 
War II and have been experiencing a period of major international 
economic-political turmoil since 1941. In the main, however, the 
1936 act has served exceedingly well as a means of implementing at 
least to a degree the policy set forth in section 101 thereof and re- 
affirmed in section 2 of the Merchant Ship Sales Act of 1946. 

It is true that the benefits of the 1936 act are substantial to one 
sector of the shipping industry and very small in others. The steam- 
ship lines established on foreign trade routes which have been ap- 
proved as essential and to which operating-differential subsidy con- 
tracts have been awarded, are well protected and except for radically 
changed circumstances of scme sort or the remote circumstance of 
serious mismanagement are reasonably assured of survival and 
moderate income for a period of years. 

The Government is in fact a partner in such operations and strongly 
inclined therefore to guard its interests by restricting the number of 
subsidized lines in any service following the policy established in 
title VI of the act. Actually today, of some 842 privately owned or 
privately operated passenger and dry-cargo ships under the American 
flag, only 248 are approved as eligible for operating-differential sub- 


(1) 
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sidy. Eligibility for construction-differential subsidy goes hand in 
hand in the law with operating-differential subsidy, i. e., it is limited 
to ships intended for service on particular essential foreign trade 
routes. 

Section ] 


The intent of section 1 of the bill as introduced is to extend the 
eligibility for construction-differential subsidy under title V, Mer- 
chant Marine Act, 1936, to vessels to be used in foreign trade and com- 
merce of the United States without regard to the existing require- 
ments as to the essentiality of service, route, or line, to be served by 
the vessels. Under present circumstances of mobilization and the 
material controls incident thereto, it appears highly improbable that 
any construction would develop out of this section in the near future. 
It is accordingly recommended that consideration of this section be 
deferred until the international and national economic situations have 
become more stable 


Sections 2 and | 

Sections 2 and 4 of the bill as introduced are supplementary to 
section 1 and enactment should accordingly be deferred until section 
| is considered again 
Section 3 


Section 3 presents a matter of very considerable importance to 
the Government and to the shipping lines which undertake the pur- 
chase and operation of large passenger vessels. The section provides 
that payments due under a purchase contract under section 508 
would be secured by a first mortgage on the vessel and the obligation 
of the purchaser would be discharged by surrender of the vessel and 
all rights therein to the Government. In view of the urgent need 
of passenger vessels and their value to the Government as troop 
ships, we recommend approval of such section, amended as herein- 
after suggested. The considerations in support of this section are 
clearly set forth on page 9 of Senate Report No. 295, Eighty-second 
Congress. 

In the light of present technological trends the minimum charac- 
teristics for vessels to be eligible under this provision should be 
increased so as to provide that the minimum ship to be eligible for 
the benefits of the non-recourse provisions proposed should be not 
less than 10,000 gross tonnage and not less than 18-knot speed with 
accommodations for not less than 200 passengers and be approved 
by the Secretary of Defense. It should further be provided that the 
non-recourse-loan provision should be available only with the ap- 
proval of the Federal Maritime Board. The limitation of construe- 
tion cost of not less than $10,000,000 has already ceased to be of 
substantial significance and since the other limitations proposed 
would guard the section adequately, it is considered that this con- 
struction cost limit could well be deleted. Subject to the amendments 
proposed, it is recommended that this section be approved. 

Section 5 

Section 5 extends the provisions of section 507 of the act, providing 

for the purchase by the Commission, in its discretion, of a vessel to be 


replaced by a new vi ssel. Section 507 authorizes the Government to 
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acquire vessels engaged in foreign trade which are obsolete or inade- 
quate in such trade. Section 5 would amend section 507 to authorize 
the acquisition of vessels engaged in domestic trade. This is believed 
to be a desirable addition in furthering the maintenance of a modern 
and efficient merchant marine in the over-all and it is recommended 
that it be approved. 

Section 6 


Section 6 of the bill would extend to passenger vessels to be built 
under section 509, with mortgage aid, but without construction sub- 
sidy, benefits contemplated under section 3 for vessels built for foreign 
trade routes. Under present circumstances it appears improbable 
that many applicants would attempt to take advantage of this exten- 
sion of the nonrecourse provision. On the other hand, there appears 
no objection to it on the basis of equal treatment and it is accordingly 
recommended for approval with the same amendments as in section 3 
relating to approval by the Federal Maritime Board. 

Section 7 


Section 7 stemmed from one of the recommendations of the Presi- 
dent’s Advisory Committee on the Merchant Marine to assure progres- 
sive replacement of the large block of war-built tonnage now in the 
American merchant marine and thereby to avoid what will in the not 
too distant future be an overwhelming block obsolescence in the 
drv-cargo float. As it stands, the section substitutes 12 vears for 17 
vears as the age limit in the definition of the term “obsolete vessel.”’ 
The objectives of the section will have been met by June 30, 1958. 
it should, therefore, be limited in operath n to not later than that date. 

[t is recommended that section 7 be amended by adding 2 proy ision 
to section 510 (a) (1) permitting until such date, the Government to 
acquire for an allowance under section 510 vessels 12 vears old without 
regard to the present requirement of such vessels being ‘obsolete or 
inadequate for successful operation in the domestic or foreign trade of 
the United States.” 

Section Oo 


Section 8 merely requires that the allowance rate for use of an 
obsolete vessel pending the availability of the new ship to be fixed for 
the entire period of such use be determined at the time of execution 
of the contract for the new vessel, whereas the present language 
leaves the date of such determination open It is desirabl to Tix 
this rate initially and the section should be approved. 


Sections 9 to | 


Section 9 of the bill would revise section 511 (b) of the act so as 
LO extend the availability of the construction reserve fund approved 
for nonsubsidized owners not only for the construction or acquisition 


of new vessels but for reconstruction and reconditionine of their 
vessels or for othe purposes authorized This section should be 
approved 

Section 10 extends to nonsubsidized operators tax-deferred ben 
for sums deposited in a construction reserve fund corresponding LO 
those provided in section 607 (h) for subsidized operators. Section 1 
also places limits on the time within which earnings from operations 


may be deposited in order to gain the tax benefits. This question 
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one of difficulty fraught with questions of over-all administration 
policy and principles. 

The whole question of tax benefits to shipping has been the subject 
of extensive study by the Department of the Treasury and by the 
Maritime Administration. 

In view of the mobilization emergency and the uncertain and 
constantly shifting conditions in the shipping industry it would be 
dangerous to disrupt sharply the operation of the 1936 act. 

In view of those conditions, it would be most inadvisable to repeal 
any provisions of the act requiring deposits on the part of subsidized 
operators or permitting voluntary deposits by either subsidized or 
unsubsidized operators. To do so would weaken the fundamental 
strength of the 1936 act, which is to assure the availability of funds 
for the replacement and additions to subsidized operators’ fleets, to 
encourage such replacements and additions in the case of nonsubsidized 
operators, and to develop and maintain a modern merchant marine 
available for use in times of emergency and in periods of time when 
earnings are small or nonexistent. 

The President has advised that it appears desirable as a matter of 
tax policy, to effect certain adjustments in the tax provisions of the 
Merchant Marine Act, 1936. Specifically, the President requests 
that there be transmitted for your consideration amendments to the 
bill S. 241, which would have the following effects: 

(a) Granting full tax deferment benefits on required deposits 
in the capital reserve fund. 

(6) Granting deferment on the normal corporate tax for other 
deposits of subsidized operators, without deferment of corporate 
surtaxes or excess-profits taxes. 

(c) Permitting the construction reserve fund of nonsubsidized 
operators to be extended to cover reconstruction and recon- 
ditioning of vessels, and extending by 1 year the period within 
which such funds must be committed, without broadening the 
tax benefits applicable to these funds. 

The attached draft of amendments to S. 241 includes amendments 
to section 607 of the 1936 act designed to carry out these policies. 

We recommend approval of the amendments to section 511 which 
permit the use of construction reserve fund moneys, not only for 
construction or acquisition of new vessels as under existing law, but 
also for the reconstruction and reconditioning of vessels, and for the 
liquidation of purchase money indebtedness. 

The amendments to section 511 extending the time of required 
commitment of deposits to avoid the imposition of taxes at the 
established rate seem reasonable under the circumstances. The net 
effect would be to extend the present 2-vear fixed original period to 
3 vears, thus permitting an aggregate commitment period of 5 years, 
if the maritime agency exercises its discretion to approve an additional 
extension for periods not exceeding 2 years in the aggregate. 

While present time limitations on the commitment of funds for new 
construction or reconstruction seem fairly liberal, experience has shown 
that unforeseen difficulties tend to postpone the new construction, and 
protection is afforded the Government by the requirement that funds 
not used or committed within the requirements of the section are 
taxable as of the time of withdrawal, thereby placing a considerable 
risk on the depositor in respect of increased, rather than decreased, 


tax rates. 


Section 14 

The material covered in section 14 of the bill as introduced has 
already been enacted into law. (See Public Law 50, S8ist Cong., 
approved April 20, 1949.) 
Section 15 

Section 15 is a technical amendment to recognize the fact that the 
capital-stock tax and the declared value excess-profits tax have been 
repealed as with respect to taxable years ending after June 30, 1945, 
and that the 1.1-percent tax provided in original section 511 (i) was 
impliedly repealed. This section recognizes this situation and 
clarifies the law. This section should be approved. 
Section 16 


Section 16 grants the privileges of section 511 of the act as to the 
establishment of construction reserve funds, ete., specifically to cover 
reconstruction and reconditioning or modernization of vessels for 
exclusive use on the Great Lakes, including the St. Lawrence River 
and Gulf, and provides such vessels shall be deemed to be new vessels 
in the meaning of the section. This is considered to be a desirable 
addition and should be approved. 

Section 17 

Section 17 of the bill would add a new section 512 to title V of the 
1936 act and would provide for ‘accelerated depreciation” for the 
vessels of nonsubsidized operators for purposes of Federal income and 
excess profit taxes. In view of the provisions of the Internal Revenue 
Code, as amended, which permit the approval of accelerated deprecia- 
tion on facilities essential to the defense mobilization of the country, 
the addition of this section to the Merchant Marine Act, 1936, does 
not appear to be necessary at this time. 


Sections 18 and 20 

Sections 18 and 20 of the bill are amendments to sections 606 (5) 
and 607 (d) to bring them in conformity with the amendment to 
section 607 (b) proposed in section 19 discussed in the next paragraph. 
Section 19 


Section 19, clause (1), amends section 607 of the act to permit the 
recomputation of life expectancy of a reconstructed vessel in use under 


operating-subsid y contract for the purpose of determining the amount 


of annual depreciation to be deposited in the eapital reserve fund ona 


reconstructed vessel The aet requires that the deposit be made on 
the original basis of 20-year life of the vessel and in the proposed 
amendment the a preciation charges would be adjusted for a rede 
termined life expectancy it is recommended that this amendment 
De ipproved subj ¢t toa proviso that the life ¢ xpet tancy shall be de- 
termined yy joint action of the Federal Maritime Board and Treasury 
Department. 

Section 19, ciauses (2 and (3 . of the bill in ludes a second amend- 
ment which, in effect, would grant subsidized operators the right to 
deposit accelerated depreciation as provided for nonsubsidized opera- 
tors under section 17 in construction reserve funds. In view of the 


comment on section 17, this amendment in section 19 is not consid- 


ered necessary at the present time. 
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Ne chon P? | 


Section 21 of the bill amends section 805 (c) of the 1936 act to permit 
payment of salaries by subsidized operators in excess of the present 
limitation of $25,000, with the Proviso, however, that for the purposes 
of determining the Government’s rights under the subsidy contracts, 
the $25,000 limitation continues to apply. In view of the recognized 
increase of salary levels since the enactment of the 1936 act, and more 
particularly since 1939, it seems that this amendment appears reason- 
able and not in violation of the original intent of the section in question 
to prevent carelessly liberal expenditure of funds of a subsidized 
operator. 


Ne ction 2 2 


Section 22 of the bill amends section 905 of the 1936 act and the 
proposed amendments in accord with Reorganization Plan No. 21 
of 1950, effective May 24, 1950, which abolished the United States 
Maritime Commission and created the Federal Maritime Board and 
the Maritime Administration in the Department of Commerce. 

There is enclosed herewith a draft of amendments to the bill S. 241 
in accordance with the above recommendations and the advice of the 
President with respect to tax modifications. This draft includes 
technical and clarifying amendments made necessary by the sub- 
stantive amendments. 

For vour information there is enclosed a copy of a letter from the 
Director, Bureau of the Budget, containing the advice of the President 
with respect to the bill S. 241 and the views of this Department thereon. 

Sincerely yours 
(Signed) THos. W. Davis, 
4 leting Secre tary of Commerce. 





\MENDMEN PROPOSED TO S. 241 (as RerorTED 
Page St ( es 3 through 10 
| e 2: Stri it s | through 22 and insert in bee u thereof: “That section 
Uo Met i il ( ict, 1936, as ame nded, mende 1 by By 
Page 3 ne S: Stril it the words as dike of enactment of this amendatory 
\ "a Ser May 8, 1946 
Page 3 e 10: Strike out ‘“‘seven’”’ and inser ten” 
3 l1: Strike out ‘‘sixteen’”’ and insert ‘“‘eighteer 
Page 3 ne 13: Strike out IV) has a total construction cost of not less than 
$10,000,000, and (\ and insert in lieu thereof: ‘‘and (I\ 
Page 3 tand 15: Strike out ‘““Navy Department” ar Se! Secretary 
Def 
Pave 3 f ss shall wnd mser lie 1 reo! ! he 
] ) ( 
8: 5 t tl rds “The sole recourse” and insert in lieu 
\\ he approval of the Commission, such first preferred 
T } eco 7 
Qi, 12 , 1G 
20) ~ ) 1 inset hereof “Src. 2 
! ; _ SKC ) i 1 cr l ereot Si 
0: & ‘ u insert i thereof: “may witl ( 
i ( 
‘ Zo hi iv! 5a ! ! il hereof the f owl 
<1 |. Paragrapl of section 510 (a) of such Act is amended by Inset 
period at the end thereof a colon and the following: Provided, 
J 0, 1958 I obsole vessel’ shall mean a vessel or vessels, each 
\ f not than one thousand three hundred and fifty gross t 


ars old, and (C) is owned by a citizen or ‘tiaes 3 ot 
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the United States and has been owned by such citizen or citizens for at least three 
years immediately prior to the date of acquisition hereunder.”’ 

Page 6, line 1: Strike out “Sec. 8’ and insert ‘Sec. 5”. 

Page 6, line 6: Strike out “Sec. 9” and insert ‘“‘Sec. 6’’. 

Page 7, line 9: Strike out “Src. 10” and insert ‘‘Sec. 7” 

Page 7, line 10: Strike out lines 10 to 16 and the part of line 16 preceding the 
word ‘‘by”’. 


Page 7, line 20: Beginning with the word “except’’ strike out through line 25, 
and on page 8 strike out all of lines 1, 2, and 3 down to the period in line « 

Page 8, line 4: Strike out “Sec. 11’ and insert ‘See. 8” 

Page 8, line 16: Strike out the comma and the words ‘‘earnings, or receipts 

Page 8, line 17: Strike out the sentence beginning in line 17, and strike out a 
of lines 1 through 19 on page 9 

Page 9, line 20: Strike out all of section 12 beginning in line 20 and endins 
page 10, line 4. 

Page 10, line 5: Strike out ‘Sec. 13” and insert ‘“‘Sec. 9” 

Page 10, line 24: Strike out the parenthetical clause. 

Page 11, line 22: Strike out all of lines 22, 23, and 24, and on page 12 st 
out lines 1 through 10 

Page 12, line 11: Strike out ‘*(3)”’ and insert ‘‘(2 

Page 12, line 21: Strike out the proviso beginning in line 21 thro Ine £0 
and on page 13 strike out all of lines 1 through 11 

Page 13, line 12: Strike out all of section 14. 

Page 13, line 17: Strike out “Sec. 15” and insert “Sec. 10” 
Page 13, line 17: Strike out ‘‘(1)’’, all of lines 18 and 19, and strike out 2 
in line 20. 

Page 14, line 1: Strike out ‘‘Sec. 16” and insert “Sec. 11’. 

Page 14, lines 7 and 8: Strike out the words “‘by an affirmative vote of not less 
than three members’’ 

Page 14, line 14: Strike out all of section 17 through page 19, line 11 

Page 19, line 12: Strike out “Sec. 18’’ and insert “Sec 

Page 19, line 17: Strike out “Sec. 19” and insert ‘‘Sec. 

Page 20, line 2: Strike out ‘‘by the” and insert “jointly by the Secretary of th 
Treasury and the” 

Page 20, line 4: Before the word ‘‘determined’’ insert the word ‘‘so’ 

Page 20, line 4: Insert a period after the word ‘“‘determined”’, strike out the rest 
of the line and strike out all of lines 5 through 25 on page 20, strike out all of page 
21, and strike out lines 1 through 21 on page 22. 

Page 22, line 22: Strike out ‘Sec. 20” and insert ‘Src. 14’ 
Page 23, line 1: Strike out ‘‘Sec. 21’’ and insert “Sec. 15’ 
Page 23 15: Strike out ‘Sec. 22” and insert “Sec. 18’ 

Page 23: Insert between lines 14 and 15 new sections to read as follows 

Sec. 16. Seetion 607 (h) of sueh Act is amended, effective with respe 
taxable vears ending after July 31, 1951, to read as follows: 

‘(h) The earnings or gains of any contractor receiving an operat 
differential subsidy under authority of this Aet, which are deposited 
the contractor’s reserve funds as provided in this section, shall be treated 
follows for Federal tax purposes: 


19” 
13” 


1) Amounts required to be deposited as depreciation in the capita 
reserve fund shall be deductible in computing income subject to incor 
and excess profits taxes 

2) The proceeds of any insurance or indemnities received by the 
contractor on account of the total loss of subsidized vessel and the pr 
ceeds of any sale or other disposition of a subsidized vessel, to the extent 
such proceeds represent gain, and earnings or gains on amounts deposited 
in the capital reserve fund (other than amounts transferred fro 
special reserve fund) shall not be recognized for income or excess 
tax purposes 

3 Amounts deposited as de preciation 1 the capital reser 
which exceed the depreciation which would be allowed und 
Revenue Code (assuming the life expectancy determined under 
607 (b)) and amounts described in paragraph (2) which are not 1 
for tax purposes, shall not be reeognized in the determinatior 
basis of any property in the acquisition, construction, or reconst 
of which such amounts are expended or in the determinatior 


capital or total assets for excess profits tax purposes 
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‘*(4) Earnings deposited in the capital reserve fund, other than the 
amounts described in paragraphs (1) and (2), and earnings deposited in 
the special reserve fund shall be treated as “partially tax deferred.”’ 

Partially tax deferred’”’ earnings shall not be recognized for purposes 
of the normal tax on corporations, but shall be recognized for purposes 
of the surtax and excess profits tax imposed upon corporations. ‘‘Par- 
tially tax deferred’? amounts shall not include capital gains deposited 
in the capital reserve fund or the special reserve fund. 

‘(5) Amounts treated as ‘‘partially tax defe rred”’ under paragraph 
(4) shall be recognized in the determination of the tax basis of any prop- 
erty acquired, constructed, or reconstructed therewith and in the deter- 
mination of equity capital or total assets for excess tax purposes as 
follows: 

““(A) So much of the “‘partially tax deferred’’ deposit in any 
year as would be subject, but for paragraph (4), only to the normal 
tax shall not be recognized in determining basis or in determining 
equity capital or total assets for excess profits purposes, and 

8B) The amount of the “partially tax deferred’’ deposit in 
excess of the portion of the deposit described in the preceding sub- 
paragraph shall be recognized in the determination of basis and in 
the determination of equity capital or total assets for excess profits 
tax purposes in such proportion as the sum of the surtax and the 
excess profits tax attributable to such amount bears to the total tax 
which would have been imposed on such amount but for para- 
graph (4 

If ‘‘partially tax deferred’? amounts are used to reduce indebtedness, 
proper adjustment shall be made in the basis of the property subject to 
the indebtedness. 

“*(6) In computing the net income of the contractor for income 
and excess profits tax purposes— 

\) The amount of operatinz-differential subsidy accrual pay- 
able to the contractor for any taxable year, including amounts with- 
held by the Commission, shall be included in the income of the con- 
tractor for such year 

B) A deduction shall be allowed for the taxable vear in the 
amount of subsidy reimbursement determined by the Commission 
to be chargeable to the contractor for such year, and 

( (ny amount previously withheld from subsidy payments 
to offset such reimbursement liability which is released and paid to 

the contractor shall be included in the income of the contractor in 
ear in which paid. 

(7) Earnings or gains on deposit in the reserve funds at the ter- 

mination of the contract, or withdrawn from the special reserve fund and 

paid into the contractor’s general funds (other than for reimbursement 

ope rating losses as provided under section 607 (e)) or distributed as 

lividends or bonuses, shall be taxable as follows: 

\) “Partially tax deferred’? amounts shall, in the year of 
termination or withdrawal, be subject to the amount of normal 
tax which would have been imposed but for this section in the 
year in which such amounts were deposited, and 

***(B) Other earnings or gains shall, to the extent not taxable upon 
deposit in the funds, be taxable, in the year of termination or with- 
drawal, under the tax rates and provisions applicable in the year 


of deposit 


Amounts withdrawn from the special reserve fund and used to rein 


burse the econtractor’s general funds for operating losses under section 
607 (ec) shall, to the extent such amount would not be recognized in the 
determination of tax basis under paragraph (5) or under the provisions 
of anv closing agreement entered into between the contractor and the 


Bureau of Internal Revenue applicable with respect to deposits made 
prior to the first taxable year ending after July 31, 1951, be included in 


income of the contractor in the year of withdrawal from the fund 

8) Amour deposited in the capital or special reserve funds shall 
not cor ite an accumulation of earnings or profits within the meaning 
of section 102 of the Internal Revenue Code 

9) In computing the net operating loss deduction of the contractor 


ect Zz I the Int rhnai Revenue Cod 
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‘*(A) The gross income of the contractor for purposes of section 
122 (a) and the net income of the contractor for purposes of section 
122 (b) and (c) shall include amounts treated as ‘“‘partially tax de- 
ferred’’ under paragraph (4); 

““(B) The normal-tax net income of the contractor for purposes 
of section 122 (c) shall be an amount equal to the surtax net income; 
and 

C) The net income of the contractor, for purposes of the com- 
putation under section 122 (e), shall be increased by the amount of 
interest on obligations of the United States or its instrumentalities 
described in section 26 (a). 

‘(10) The excess profits credit of the contractor shall be determined 
in accordance with the following provisions: 

A) The average base period net income of the contractor shall 
be computed by including in excess profits net income determined 
under section 433 (b) of the Internal Revenue Code for any taxable 
year the amount of earnings (not including capital gains) deposited 
by the contractor in the reserve funds in such vear other than: 

i) Required deposits of depreciation, 

ii) The amount of subsidy reimbursement determined by 
the Commission to be chargeable to the contractor for such 
vear, and 

iii) Karnings on amounts deposited in the capital reserve 
fund (other than amounts transferred from the special reserve 
fund 

‘““*(B) The equity capital of the contractor for purposes of sec- 
tion 437 (ce) of the Internal Revenue Code and the total assets of 
the contraetor for purposes of sections 435 (e 3), 440 (b) and 
442 (f) of the Internal Revenue Code shall be computed by deter- 
mining, to the extent applicable, the adjusted basis of assets of 
the contractor in accordance with the provisions of paragraphs (3) 
and (5) or the provisions of any closing agreement entered into by 
the contractor and the Bureau of Internal Revenue applicable 
with respect to amounts deposited in the reserve funds prior to 
the first taxable vear ending after July 31, 1951, and by attributing 
to amounts on deposit in the reserve funds the basis which would 
be attributed, under paragraphs (3) and (5) or under such closing 
agreement, to property acquired therewith. 

11) For the. purposes of this section, amounts withdrawn from the 
reserve funds or expended in accordance with the purposes of such funds 
shall be considered to represent the deposits in such funds in the order of 
deposit.’ ”’ 

Sec. 17. Section 607 (g) of such Act is amended by adding at the end thereof the 
following new sentence: 

“Tf a voluntary deposit of earnings approved by the Commission under this 
subsection after December 31, 1950, results in an overpayment of Federal 
taxes for any year, interest shall not be allowed on such overpayment for 
any period prior to the date of approval of the deposit by the Commission.’ 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
July 23, 1951, 
The honorable the SEcRETARY OF COMMERCE. 

My Dear Mr. Secretary: Receipt is acknowledged of your letter of July 16, 
1951, transmitting the views of the Department of Commerce and the Maritime 
Administration on S. 241 which is known as the long-range shipping bill, and 
which is entitled, “To amend the Merchant Marine Act of 1936, as amended, to 
further promote the development and maintenance of the American merchant 
marine, and for other purposes.”’ 

In accordance with instructions received at the time of presentation to the 
President of the report of the Treasury Department, entitled Scope and Effect 
of Tax Benefits Provided the Maritime Industry,’’ your views have been com 
municated to the President, and I have been authorized by him to advise you as 


follows: 
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1. There is no objection to the transmittal to the Congress, for its considera- 
tion, of such report on S$. 241 as you may deem appropriate. However, in the 
light of information set forth in the Treasury study and as a result of subsequent 
conferences thereon, it would appear desirable as a matter of tax policy to effect 
certain adjustments in the tax provisions of the Merchant Marine Act. Spe- 
cifically, the President requests that there be transmitted to the Congress, for 
its consideration, as proposed amendments to 8. 241, language which would have 
the following effects: 

a) Granting full tax-deferment benefits on required deposits in the capital 
reserve fund. 
b) Granting deferment on the normal corporate tax for other deposits of 


sidized operators, without deferment of corporate surtaxes or excess 


aX 
Permitting the construction reserve fund of nonsubsidized operators 


reconstruction and reconditioning of vessels, and 
period within which such funds must be committed, 
‘ tax benefits applicable to these funds. 
Treasury Department would be glad to cooperate 
f amendments designed to accomplish these purposes. 
her provisions of S. 241, the President concurs in the 
mmendations made in your report. In particular, it 
e, without prejudice, the extension of construction 
those to be used on essential trade routes, for the 
Similarly, it appears unnecessary for the reasons 
ction at this time on the accelerated depreciation 
rtion of section 19 of the bill. 
provisions of 8. 241 are without objection and 
ended in accordance with this letter, would be in 
President 
is now pending on the Senate calendar and early 
be desired by the House Committee on Merchant 
isheries, the President requests that your report, this statement of 
ested amendments, be transmitted to the appropriate 
racticable time. 
(Signed) F. J. Lawron, 
Director. 


ter transmitting to Congress report of the 





